This paper sets out the opportunities and challenges that continuing globalization and technological progress present to the competitiveness of firms in the Asian and Pacific region. It also defines the important roles for Governments in the areas of education, research and development, and physical infrastructure so that they can enhance the possibilities for firms in the region to improve their productivity and competitiveness. The impact of the rapidly growing Chinese economy on the competitiveness of firms in other Asian and Pacific countries is also discussed.
I. INTRODUCTION
Rapid globalization has increased the interest of Governments and policymakers in policies that will improve national competitiveness and hence improve national economic performance. The purpose of this paper is twofold: first, to revisit some of the major issues pertaining to competitiveness, especially as they relate to Asian and Pacific countries; and second, to identify options for increasing competitiveness in Asian and Pacific countries. The second section of the paper discusses competitiveness and its importance in the globalizing world. The third section briefly examines some of the factors that affect competitiveness, with special reference to Asian and Pacific countries. The fourth section highlights the performance of selected Asian and Pacific countries in recent competitiveness rankings. The fifth section looks into the impact on competitiveness in Asia and the Pacific of the emergence of China as an economic powerhouse and the excess of capacity in the electronics industry. The sixth section discusses major policy issues relating to the competitiveness of firms and economies. Concluding observations are made in the last section.
II. COMPETITIVENESS AND ITS IMPORTANCE FOR ECONOMIC GROWTH AND DEVELOPMENT
The concept of competitiveness is somewhat elusive, particularly as it is applied at the national level rather than at the firm or industry level. It is no surprise, therefore, that there has been an intense debate over its meaning and economic relevance. Many Asian and Pacific countries have commissioned special studies of their economic competitiveness, and the Asian Development Bank (ADB) has also recently contributed towards a better understanding of the subject matter (ADB, 2003) .
Competitiveness may be defined as the ability of firms to be profitable in delivering the products and services that consumers demand. Therefore, competitiveness may be seen as a firm-level concept having an impact on growth at the national level. It is an ongoing process and a way of seeking a better future for individual firms, industries and, ultimately, national economies. Krugman (1994) argued that it was competitiveness of firms and not of countries that was relevant. According to Krugman, the competitiveness of firms has a clearly defined bottom line: "if a corporation cannot afford to pay its workers, suppliers, and bondholders, it will go out of business. So when we say that a corporation is uncompetitive... it will cease to exist. Countries, on the other hand, do not go out of business... they have no well-defined bottom line".
Competitiveness has often been equated with macroeconomic determinants, such as the level of the exchange and interest rates, and wages, or with microeconomic factors, such as entrepreneurship, economic incentives, regulations affecting business activities, technological capabilities and institutional support. Although macroeconomic and microeconomic approaches offer valuable insights into competitiveness, there is increasing recognition that building technological capabilities at the firm level is most important for competitiveness in a world of rapid globalization and technological progress (Lam, 2004) . Many of the macroeconomic and microeconomic factors are "givens" and often not susceptible to government action, at least not in the short term (infrastructure, for instance). In addition, at the microlevel, the work ethic can be a critical factor, which may not be responsive to monetary incentives.
Competitiveness is a term used to cover almost every aspect of market performance, but the key variable for the economic analysis of competitiveness is the growth of productivity since this, ultimately, is the main determinant of living standards. As such, competitiveness is primarily a firm-level concept. A firm is competitive if it can create products and services of a superior quality and at a lower cost than its domestic and international competitors. Being competitive means a firm is successful in an environment where firms try to stay ahead of each other by reducing prices, by raising the quality and safety of their products and services, and by creating new or differentiated ones.
A firm's competitiveness is a function of factors, such as (a) its own resources, for example, its human and physical capital, and technological capabilities, (b) its market power, (c) its behaviour towards rivals and other economic agents, (d) its ability to adapt to changing circumstances, (e) its capacity to establish new markets and (f) the institutional environment, which is largely provided by the Government, including physical infrastructure and the quality of government policies (ADB, 2003) .
The short-run competitiveness of a firm is indicated by (a) the price, quality and functionality of the product or service, (b) the firm's market share, (c) the firm's profitability, (d) the firm's return on assets and (e) the share price (if listed). Its long-run competitiveness is a result of how well it performs compared with similar firms in developing new or differentiated technologies to generate new products and processes, and, ultimately, new markets. Therefore, research and development (R&D) in new product and process inventions and innovations is crucial. An example of good long-run performance is that of Samsung; its sales were once smaller than those of Sony but are now much larger as the result of R&D and innovations (Wattanapruttipaisan and Lam, 2006) . While competitive enterprises are the key factor in a country's competitiveness, the economic responsibilities of Governments are such that it is impossible to ignore public sector influence on the competitiveness of firms. Governments have their most important role in shaping the environment in which enterprises operate. It is important that Governments provide the necessary institutional infrastructure and services to facilitate competition among firms. They must provide macroeconomic stability; establish the necessary legal system, including competitive entry and exit laws; address market failures; and foster R&D in the public and private sectors.
There has been a long-standing controversy over whether Governments should also play a role in identifying areas or sectors of economic activity with a view to promoting competitiveness. Such involvement has emphasized incentive policies, such as tax holidays and subsidies, which are principally designed to attract foreign investment in particular sectors and industries, and to affect the future course of technological developments and capabilities. Other forms of government intervention include the creation of export processing zones and industrial parks, which is done to reduce trade-related transaction costs. However, most of the research done on investment incentives (such as tax breaks and subsidies), which is principally research by the International Monetary Fund -shows that these kinds of incentives are of very doubtful value. They mainly serve to shift investment away from activities not receiving the incentives and promoting the development of capital-intensive activities instead of the more desirable labour-intensive activities.
2 Firms or industries may be helped to become competitive through government assistance. However, where the Government is not providing a public good or correcting a market failure in giving this assistance, the firm or industry is not economically efficient, and the country as a whole is worse off because of the distortion in the allocation of the nation's resources.
Governments may legitimately provide assistance to the private sector, and thereby assist them in being more competitive, in three major areas: education, technology and innovation, and physical infrastructure. A major prerequisite for competitiveness is the availability of skilled labour through the provision of education and training, whether through facilities or through on-the-job training. The State and the private sector have a shared responsibility for developing human resources, especially at the tertiary level. (Lam, 2004) .
Governments in the Asian and Pacific region have long considered infrastructure development to be primarily within the realm of the public sector because they have accepted that good infrastructure plays a crucial role in fostering economic growth and poverty reduction. For a number of reasons, including sensitivities about infrastructure pricing, the involvement of the private sector in this area was slow and uneven. However, with the emergence of trade as an engine of economic growth, the importance of infrastructure in the production of tradables has increased the incentives for the private sector to contribute in this area.
3
It was the low unit labour costs, i.e., wages times productivity, that was important and not the wage level per se.
The liberalization of trade restrictions will open new markets, and appropriate transport infrastructure can facilitate the timely delivery and quality of goods and services traded. Competitiveness in certain high-value export markets is especially dependent on high-quality infrastructure. In addition, the availability of good quality physical infrastructure improves the climate for FDI.
The availability of good quality infrastructure, especially transport, energy, information and communications technologies (ICTs) and water, is essential for sustained economic growth in Asian and Pacific countries. It is estimated that total investments in basic ICT infrastructure in the Asian and Pacific region for the next 10 years (2006) (2007) (2008) (2009) (2010) (2011) (2012) (2013) (2014) (2015) will total US$ 327 billion, of which developing countries will account for US$ 191 billion (ESCAP, 2006) . Among developing countries, the main players will be China (US$ 65 billion) ASEAN countries and India (US$ 49 billion), and the Republic of Korea (US$ 22 billion). The financing needs of other Asian and Pacific developing countries in ICT are projected at US$ 55 billion during this period, which is approximately 17 per cent of the total requirements for the region. There is unquestionably a need for increased public sector spending on physical infrastructure, which if forthcoming, could ease some of the blockages to private investment. But any push on infrastructure will have to be carefully managed so that it does not undermine fiscal objectives. Despite the differences among countries in the Asian and Pacific region, there exist opportunities for regional cooperation. Such cooperation could follow a two-track approach: cooperation in cross-border infrastructure-building initiatives, such as the harnessing of transboundary infrastructure resources (for example, energy and water) and the financing of their investment; and the harmonizing of cross-border rules and regulations.
III. FACTORS DRIVING COMPETITIVENESS
The significance of competitiveness for firms and policymakers in Asian and Pacific countries should be understood within the broad context of the constantly evolving environment that has been created by the forces of globalization and technological progress and where knowledge is, perhaps, the most important resource and determinant of sustained competitiveness. New challenges and opportunities are created by globalization and technological progress, and Governments and firms in the Asian and Pacific region need to devise strategies to take full advantage of the potential benefits that globalization, technology and competition offer.
Globalization is the process of the global economic integration of economies and regions through the removal of barriers to trade in goods and services and capital, and through the diffusion of knowledge and information. The establishment of the World Trade Organization was an important step in the process of globalization and, since its creation, the Organisation for Economic Co-operation and Development has promoted the free movement of capital, goods and services, at first among industrialized nations, and then worldwide. The establishment of preferential trade blocs, such as the North American Free Trade Agreement in the Americas and the ASEAN Free Trade Area in Asia, and regional organizations, such as the European Union and ASEAN, has reinforced the rapid pace of cross-border cooperation and integration, mainly through trade and investment.
Many countries have lowered tariff levels and dismantled other trade barriers in response to World Trade Organization membership requirements and regional trade agreements. This liberalization has increased competition between firms and industries and created opportunities for perceptive entrepreneurs. Today, tariffs on goods traded among World Trade Organization member countries average less than 4 per cent. As a result, most domestic markets are facing increasing competition from foreign firms.
In the broadest sense, therefore, the adoption of the open-market paradigm likely had the most important impact on the competitiveness of firms and industries in the latter half of the twentieth century. Judging by the competitiveness rankings of countries shown in the next section, this certainly is the case for countries in the Asian and Pacific region.
The revolution in ICTs and in transportation technologies has made cross-border communication much cheaper and faster than ever before. The end result is that the transaction costs of transferring ideas, information and products have been substantially reduced. A new culture of doing business has evolved; there is now a fragmented world in which firms seldom make complete products or provide a full service in a country but source components of the product or service from the lowest-cost country. These new modalities in value creation have offered many opportunities for trade and investment linkages between countries and firms.
Competitiveness has become increasingly international and, in many industries, completely global. The expansion of ICTs, for example, has resulted in new production processes. Investing in new technologies is necessary for firms to maintain or increase their competitive advantage. However, doing this requires considerable expenditure on R&D and on the commercial exploitation of the results. Such investment also gives firms the opportunity to differentiate their products more clearly from those of their competitors. Firms become more competitive by competing and slowly and patiently learning how to do business better. They accomplish this by striving to enhance their entrepreneurial and technological capabilities. Firms therefore become more competitive not only by reducing their production costs but also by developing their capability to create new and more technology-intensive products or new generations of existing products. This involves firms moving into new areas, such as services, as well as taking risks and working through the process of trial and error.
In their quest for profits, firms face the challenge of having many competitors who are pursuing the same goals, and this competition forces the adoption of the cheapest methods of production and improvement in the quality of products. Technological upgrading, in the form of new machinery and enhanced technological capabilities, provides firms with the means to be successful in competition. In the process of introducing new and better technologies, new, lower-cost methods become available, thus enabling the firms to increase the productivity of their workers.
IV. RECENT COMPETITIVENESS RANKINGS OF SELECTED ASIAN AND PACIFIC COUNTRIES
As we have argued, competitiveness is largely a firm-level concept, and hence the notion of "national competitiveness" must be treated with caution. Nevertheless, a better appreciation of the concept of competitiveness, as outlined above, and of their country's competitiveness performance can guide policymakers in adopting the economic policies needed to assist their firms and industries. Countries can be ranked in terms of their competitiveness performance, and this ranking can pressure policymakers to try to improve the Government's own performance.
The two best-known composite indices benchmarking competitiveness across countries are found in the WEF Global Competitiveness Report and the IMD World Competitiveness Yearbook. Both indices focus on the microlevel business perspective and examine the extent to which countries provide an environment in which enterprises will compete effectively.
However, both the WEF and IMD competitiveness indices have attracted criticism. For example, Lall (2001) analysed the WEF index of 2000 and found flaws in its definition of competitiveness model specification, choice of variables, identification of casual relationships and use of data. Wignaraja and Taylor (2003) offered critiques of the theory and methods used by WEF and IMD. Building on such critiques, recent work by the United Nations Industrial Development Organization (UNIDO) (2002) and by Wignaraja and Taylor (2003) have emphasized the industrial competitiveness performance of developing countries, which is a departure from the concept of national competitiveness implicit in the WEF and IMD indices.
The UNIDO competitive industrial performance index focuses on a nation's ability to produce manufactures competitively and provides valuable insights into the industrial record of developing countries. Wignaraja and Taylor (2003) , using an analysis similar to that of UNIDO, constructed a manufactured export competitiveness index of 80 developing countries. (table 2) . These economies were Taiwan Province of China (4), Singapore (7), Hong Kong, China (21), the Republic of Korea (29) The main factors responsible for the high ranking of Singapore and Taiwan Province of China included economic performance (high export performance, low inflation and surplus current account balance), government efficiency (effective government decisions, high foreign reserves and consistent government policy directions), business efficiency (positive attitudes towards globalization, productive labour relations and low level of industrial disputes) and infrastructure (adequate science education, good transport network and good R&D). Countries such as the Philippines, Indonesia and Turkey ranked poorly due to economic performance (low gross domestic product per capita and low FDI), government efficiency (high political instability, ineffective government decisions and poor public services), business efficiency (poor image abroad, low productivity, inadequate skilled labour and poor labour relations), infrastructure (pollution problems, the inefficient distribution of infrastructure, inadequate cyber security and inadequate patent and copyright protection).
V. THE INFLUENCE OF CHINA AND CYCLICAL OVERCAPACITY ON COMPETITIVENESS IN THE ASIAN AND PACIFIC REGION
Two major developments have had a significant bearing on competitiveness in the Asian and Pacific region, especially after the financial crisis that began in 1997. First, there is the rise of China as an industrial powerhouse. Second, there is the cyclical overcapacity that has occurred in several key electronics sectors, such as dynamic random-access memory, personal computers and mobile telephones. As noted earlier, electronics has become the mainstay of the East and South-east Asian supply chains. 6 The combination of these two factors has led to fierce competition in the Asian and Pacific region, resulting in lower profit margins and excess capacity in some industries.
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The intraregional trade structure and the related opportunity costs and policy implications are discussed by Lam and Wattanapruttipaisan (2005 a and b) .
China is now the world's fourth largest economy. Its economic rise in recent years has presented both opportunities and challenges for the global economy, including the economics of the Asian and Pacific region. Much has been written recently about the rise of China and its implications for developing countries. For example, a recent study by Wattanapruttipaisan (2005) showed that the competitive impact of China on ASEAN countries has been formidable, although it has not been uniform across industries and sectors. The study showed that there is considerable evidence of adjustment and adaptation by South-east Asian manufacturers to the intensifying competition. But the study also pointed out that ASEAN countries need to make improvements in their R&D if they are to boost their efficiency and competitiveness to become useful partners with Chinese firms and to compete effectively with China.
A study by Lall and Albaladejo (2004) examined China's competitive threat to its East Asian neighbours in the 1990s, benchmarking performance by technology and markets. This study found that the main issue is not so much direct competition between China and its neighbours (which is clearly growing) but how the latter's trade specialization has changed in response. It was found that market share losses are mainly in low-technology products, with Japan being the most vulnerable. However, the threat from China also exists in high-technology product segments that rely on low-end functions. The threat from China is least for countries that have developed new capabilities (including not only skills and technologies but also infrastructure, institutions and governance structures) to overcome their wage and other disadvantages vis-à-vis China. As the East Asian economies differ widely in their industrial capabilities, they face different levels of competitive threat from China.
Generally, the outcome will depend much on the growth of technological 7 and other capabilities in China and its neighbouring countries, with China having the advantages of lower wages or higher productivity, larger domestic scale, more industrial depth, bigger pools of skills, a Government willing to use its market size to bargain for greater technology transfer, and external and local linkages. If China's neighbours with higher wages can upgrade into more advanced activities enough to justify their wage levels as China moves into their present activities, they can continue rapid export growth. If they cannot, they risk export deceleration.
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A recent International Telecommunication Union report (2006) indicated that the Republic of Korea and Japan top the rankings for the use of information and communication technologies. The report noted that, since 2001, India has shown the fastest progress, followed by China, the Russian Federation, Hungary and Peru, with the strongest advances being noted in infrastructure and broadband uses.
Over time, Chinese workers will become scarcer and more expensive, especially in the increasingly affluent cities along China's eastern seaboard. The country will face growing economic pressures to move out of assembly work and other labour-intensive manufacturing (which will be taken up by poorer economies in Asia and beyond) and move into industries based more on services and information. With the working-age population declining, China's labour costs could become less competitive, and industries in countries such as Viet Nam and Bangladesh could become more attractive to investors. India, the world's other emerging giant, also stands to benefit from its lower wages and a far younger population structure than China (French, 2006 Many firms in East and South-east Asia are concerned about losing their competitiveness to exports from China. But the emergence of China as an economic powerhouse presents great opportunities to be exploited. Indeed, the emergence of China has had profound effects on the evolving structure of trade and investment in East and South-east Asia, and the idea that it has drained investment from other countries does not readily square with facts. For many East and South-east Asian countries, China has become an important market for exports. As the developed countries' share has declined, China's has risen. Indeed, China now runs a large trade deficit with the countries of East and South-east Asia. At the same time, the proportion of intermediate goods to total trade is rising within the Asian and Pacific region. Increasingly, the Asian and Pacific region has taken on the appearance of a vast assembly line, in which parts and components are shipped from country to country, often for eventual assembly in China.
Asia has witnessed increasing trade openness, which has been accompanied by significant progress in the diversification of its exports. A study done by ADB (2007) shows that, although Asia's direct exposure to the European Union, United States and Japan is declining, final demand from these developed countries plays an important role beneath the surface of rising intra-Asian trade. Much of this trade is dominated by intra-industry and intra-firm shipments of intermediate goods that are eventually consumed outside the region. For example, a microprocessor may be produced in Malaysia, exported to Indonesia, soldered onto a circuit board and exported to China for final assembly in a laptop computer destined for the United States market. Dissecting East and South-east Asia's exports in this way suggests that nearly 80 per cent of all the region's exports are eventually bound for external markets, of which two thirds are headed for developed countries, and only one fifth of exports can be traced to consumption and investment demand inside the Asian and Pacific region.
As intra-Asia trade originates from demand outside the region, growth in the intraregional trade's share in total Asian exports does not automatically lead to Asia's insulation from external demand shocks. On the contrary, the extent to which intraregional trade is dictated by intra-firm and intra-industry processing and assembly through vertically integrated production chains determines how vulnerable the Asian economy can be to a shock, particularly an industry-specific one emanating from major demand destinations. For example, the last United States economic slowdown, in 2001/02, originated in the ICT industry, and its ripple effects through the global ICT industry was a vivid example of such vulnerability.
VI. MAJOR POLICY ISSUES IN INITIATING AND SUSTAINING COMPETITIVENESS
As noted, the State has an important role in establishing an environment in which firms can compete effectively. If firms are to achieve international competitiveness, it is clear that the most important role of the State is to provide a conducive environment for investment, including in education and training, R&D, and infrastructure. The State is continually called upon to shape the competitiveness environment by adopting of appropriate policies in taxation, education and health, and to invest in infrastructure, such as transport, energy, communications, and science and technology. Although most developing countries have initiated the privatization of utilities, such as telecommunications, energy and transport operations, the State is normally expected to be the guarantor of the integrity of the infrastructure, even if it has delegated the operational responsibility to the private sector.
The globalization of value chains implies that international firms have to manage and control their various components on a worldwide basis. These firms now use advanced ICTs to keep track of their assets, operations and customers. Therefore, it is important that States invest not only in traditional infrastructure, such as transport and water supplies, but also in technological infrastructure, such as fixed-line and wireless telecommunication infrastructure, in order to provide the necessary environment in which firms can operate. In some countries, the costs of such investments have been reduced by concentrating these infrastructure investments in special economic zones, such as in China, India and ASEAN countries.
The importance of competitiveness in the context of globalization has brought to the forefront the significance of the role of education and training, and States have an important responsibility in these areas. This is particularly true for higher education, especially in science and technology and R&D. The engines of competitiveness and economic success remain science, product and process innovation, technology, education, and entrepreneurship, and all of these are intertwined. But in the end, science, supported by education, is at the core of competitiveness. East and South-east Asian economies did very well in providing basic education. But as these economies move from labour-intensive manufacturing to technology-intensive manufacturing, they will need new and increased FDI flows and the development of R&D to sustain their competitiveness. It is essential that they develop high-technology enterprises in such areas as information technology, computer software, Internet and e-commerce, biotechnology, and microelectronics. It is also necessary for them to apply, in parallel, new technologies for the revitalization of existing enterprises, including small and medium-sized enterprises in traditional economic sectors, and to facilitate the development of new enterprises based on their comparative advantages.
Many Asian and Pacific economies are focusing their efforts on improving competitiveness in assembly and manufacturing, but their efforts should also include diversifying into the services sector. These developing countries must also be mindful of the fact that the rapid development of industrial activities should not mask the importance of developing, in parallel, a financial system that can provide appropriate financial resources and corporate governance.
At the same time, many developing countries still suffer from an overdependence on one business sector or market, which ultimately leads to their suffering unnecessarily high levels of economic volatility. For example, South-east Asian countries suffered from overcapacity in semiconductors. Prices of semiconductors experienced a sharp fall in 1996 and again in 2000 due to the decline in the price of dynamic random-access memory chips. More recently, some of these countries have succeeded in diversifying their approaches, with excellent results in competitiveness.
VII. CONCLUSIONS
Competitiveness, like development, requires an integrated approach towards investment and human and institutional capacity-building, at both the aggregate and firm levels. Investment and capacity-building have to be ongoing, not least because of the accelerating technological advances, the constant emergence of lower-cost producers, the greater mobility of scarce resources through liberalization and globalization, and the growing sophistication and fickleness of consumer demands. All these mean ever higher thresholds of performance and efficiency expected of workers, enterprises and government agents.
Government has an important and evolving role to play in sustaining and enhancing the domestic competitiveness of enterprises, industries and sectors, including the service sector. Its role is to lay the needed foundation (for example, investment in infrastructure, especially education), perhaps to provide (temporary) incentives and inducements through judicious regulations and policies, to ensure that the macroeconomic fundamentals of the economy are relatively stable so that investors (domestic and foreign) can make long-term investment decisions, and to foster entrepreneurship and risk taking. These activities can be mediated through the encouragement of inter-firm networks and supply chains, both domestic and transboundary, involving local enterprises and industries. In addition, there is a need for the Government to balance the ongoing importance of the nation State as a legal entity with its own traditions, national attitudes, aspirations and relationships with others, despite globalization and the transnational operations of multinational corporations. At the same time, the Government has to balance the competing demands of regional and subregional integration on the one hand, and the preservation of a national identity on the other, as it strives to ensure that firms operating within its domain remain competitive.
The private sector has its own contribution to make to competitiveness, not least because the vitality and sustainability of industries and enterprises depend directly on efficiency, flexibility and productivity in resource utilization. Indeed, it is imperative that there be cooperation between the Government and the private sector in such areas as education, science and technology, innovation, and physical infrastructure in order to enable firms to compete. It should be noted, however, that competitiveness has both a price and a non-price dimension. The latter includes such issues as labour relations, working conditions, and social, ethical and environmental matters. These last-mentioned issues are not discussed here but they should, nevertheless, feature in any overall assessment of a country's competitiveness.
